
private

FCC

need not include rates in all systems deemed to be "subject to

effective competition." The industry has conceded that there are

reasons why cable systems that are not subject to

by systems

with less than 30 percent penetration. a

C. The Industry's Analyses Suggest
Consumers Are Not Adequately Protected

As the foregoing suggests, the true flow in the existing

benchmarks are not that the benchmarks result in rates that are

too low, but that the benchmarks do not adequately protect

consumers. In light of the industry data that supports the

Coalition's contentions that benchmarks may well result in rates

higher than they should be, it is critical that (1) franchising

authorities and the FCC, as well as operators, should be able to

initiate costs of service proceedings to ensure that rates are

neither unreasonably high or unfairly low: and (2) for reasons

suggested above and in section III, rate regUlation should be

based upon and reflective of the cost of providing service.

aThe Coalition supports the comments filed in that proceeding
by NATOA and the city of Alexandria, Virginia.
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III. THE FCC IS NOT REQUIRED TO TREAT
BASIC AND OTHER TIERS DIFFERENTLY

Many of the petitions for reconsideration filed by the

industry claim that the FCC erred in establishing a "tier

neutral" system of regulation. The primary basis for objection

are: (1) a tier neutral approach creates incentives to reduce

quality;24 (2) it makes regulation too burdensome;~ (3) it

prevents operators from subsidizing basic service with expanded

basic rates;~ and (4) it violates congressional intent. 27 The

FCC considered and properly rejected these claims before it

established its rules.

One of the key benefits the FCC cites for adopting a tier-

neutral scheme is to eliminate incentives to remove services from

a heavily-regulated basic tier to a relatively unconstrained non­

basic tier. The industry's objections merely underscore the fact

that tier-neutrality indeed protects against operator gaming, and

ensures that reduced rates for basic service won't be recouped

simply by raising rates for other service tiers: the industry's

objections go primarily to the point that they will not be able

to obtain more money by shifting services to a higher tier.

Another benefit is that a tier neutral approach eases many

regulatory burdens. It essentially requires only one calculation

~TCI petition at 28; Time Warner petition at 12-13.

~TCI petition at 30-31; Time Warner petition at 12.

~~n petition at 11; NCTA petition at 8.

27NCTA petition at 4-5; Continental petition at 2-3.
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objections go primarily to the point that they will not be able

to obtain more money by shifting services to a higher tier.

Another benefit is that a tier neutral approach eases many

regulatory burdens. It essentially requires only one calculation

by the operator. Likewise, a franchising authority considering

whether to file a rate complaint need not perform new

calculations. It also facilitates franchising authorities'

ability to assist subscribers and the FCC regarding rate

complaints. It makes dual cost allocations less likely. In

short, a single regulatory method has significant administrative

advantages. These arguments are not rebutted by the operators,

and based on the Coalition's experience, the Commission's

position was correct.

The operators claim that they should be able to subsidize

basic rates by augmenting expanded basic rates. It is arguable

that congress indeed intended to allow franchising authorities to

set the rate for basic so that basic services recovered marginal

costs. Out there is nothing inconsistent with such an approach

and a tier-neutral approach that sets a general, per-channel rate

for basic and expanded basic. What the industry wants is

something more: the right to charge supra-competitive rates for

expanded basic, without in any way upsetting these rates by

reduction in basic service. Under the circumstances, operator

interest in subsidizing basic service rings hollow.~

28Notably, there is no indication int he record that
operators were SUbsidizing basic revenues when rates were
deregulated.
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Lastly, the industry re-raises claims that the language of

the Act and its legislative history reveal an intent to regulate

non-basic tiers less heavily. As the FCC recognized, however,

Congress intended to limit All monopoly abuse: it did not intend

(as the industry claims) to circumvent only the worst offenders.

FCC Report and Order at II 388-389. Congress made no finding

that only a small portion of operators were charging excessive

non-basic rates. Instead, it gave the FCC broad discretion to

curb all abuse in light of the factors listed in the Act, as well

as other relevant factors.

The industry's central point appears to be that the FCC was

required to consider different factors in developing a regulatory

scheme for basic and for expanded basic: ~ facto, the industry

argues, the end result must be a different regulatory scheme.

The conclusion, of course, does not follow from the premise. The

FCC, once it properly weighed and balanced the factors, could

reasonably conclude that the same regulatory method would satisfy

Congressional goals, partiCUlarly since, in both cases, the

overriding objective was to protect subscribers from monopoly

rates.~ The FCC's decision was further bolstered by the fact

that, while not identical, the factors to be considered in

evaluating basic and expanded basic rates are overlapping to a

great degree.

~Indeed, it is hard to imagine how the FCC could have
reached the result the industry seeks consistent with the
relevant statutory factors, namely, ensuring that rates reflect
costs and that rates reflect prices charged by systems facing
competition. 47 U.S.C. § 543(c) (2) (B) and (E).
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IV. THE INDUSTRY FILINGS DEMONSTRATE THE NEED FOR
A COST-BASED REGULATORY SYSTEM IN THE LQNG TERM

The cable industry contends that there are fundamental flaws

with the FCC's regulatory scheme. The Coalition agrees that

there are substantial flaws that need to be amended, but believe

that the "solutions" advocated by the industry aggravate the

problems. Instead, the Coalition believes that many of the

problems that result from using the FCC's methodology over the

longer term can be resolved by adopting a cost-based benchmark

system that takes into account industry revenues and costs.

Several industry representatives concur that rate regulation

makes little sense absent any reflection of costs of providing

service. ~ CATA petition at 14; Century Communications Corp.

petition at 3-4. See also Paul Farhi, Cable Firms to Battle Rate

Cuts, The Washington Post, May 6, 1993 at B12, B14, attached as

Exhibit I. (Statement by NCTA president Jim Mooney that failure

to analyze industry costs and profitability leaves FCC open to

huge number of cost of service challenges), attached as Exh. 1.

But the industry errs to the extent that it urges the FCC to

adopt an approach that does not consider revenues as well as

costs. Such an approach would violate the Act. 47 U.S.C. §

543 (b) (2) (C) (iv) and (c) (2) (F) •

Operators Claim, for instance, that there is no rational

basis for permitting pass throughs of retransmission fees after

October 1994, but not allowing initial retransmission consent

costs to be passed through. Time Warner petition at 30. Another

claim is that All costs that arise or are expended after
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September 30, 1992 should be passed through. continental

petition at 8. The industry also claims that there is no logic

to allowing certain cost increases to be added to rates, but not

passing through other cost increases such as system upgrades.

NCTA petition at 20.

In fact, as the Coalition has pointed out, allowing pass­

throughs as proposed by the FCC, and allowing the industry to

increase rates to offset inflation makes no sense given the way

the benchmarks were derived. Allowing mQX§ costs to be added

onto benchmark rates, as the industry proposes, increases the

problems. That response would inevitably lead to double

recovery, in many instances, because (as the industry recognizes)

the benchmarks incorporate data from systems that are already

bearing the costs and presumably reflecting those costs in rates

used in devising the benchmarks.

Moreover, allowing cost increases to be passed through is

especially damaging under the FCC's benchmark system, which

allows operators to keep rates above levels the FCC has

determined to be competitive. At most, operators will have to

reduce rates to 9/10 of their September 30, 1992 rates, which may

still be substantially above the benchmarks. It is nonsensical

to allow an operator that is already charging supra-competitive

rates to be able to increase those rates above the GNP-PI if and

when it decides to increase programming or upgrade its system.

The Coalition believes that benchmark-derived rates in many

cases are already excessive and reflect costs not actually
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incurred. 30 To ensure that operators are rewarded for improving

service, while at the same time ensuring that rates do not exceed

reasonable levels, rates must ultimately be based on costs paid

and revenues received from providing service. With such cost-

based rates, new expenditures will be recoverable by operators,

but subscribers won't be forced to pay twice for services

included as part of the benchmark-derived rate but not provided

as part of service when rate regulation begins.

The need for cost-based regulation is also apparent in view

of the industry's claim that the FCC's benchmarks provide

disincentives to provide new and better programming. 31 The

Coalition agrees that undifferentiated per-channel rates

benchmark system do create some inappropriate incentives if

relied upon over the long term. Again, a cost-based system will

alleviate these inverted incentives.

3°Even if the benchmarks were set at appropriate levels, they
represent a composite reasonable rate, not a particular system's
costs of providing service. Thus allowing a cost increase to be
passed through might overcompensate in some instances, and refusing
to allow a cost to be passed through might undercompensate in other
instances.

31The Coalition disputes the industry's claims that the per­
channel rate increase allowed by the benchmark system is too small
to compensate for the value of the additional programming.
continental petition at 5. In addition, it is not apparent that
the benchmark system contemplates any rate increase for additional
programming channels. It is not clear how ~ system changes -­
large or small -- will be accounted for under the benchmark scheme.
Nothing in the FCC's new rules or its Report and Order assures
operators that they may increase rates if and when they add channel
capacity, other than by passing through programming cost increases
that exceed inflation. They should not be allowed to do so:
allowing operators to increase costs by the benchmarks for each
channel added would encourage operators to game rates to monopoly
levels by adding no-cost or home shopping channels.
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other objectives raised by the industry also lend support to

the Coalition's view that, in the long run, a cost-based

regulatory system is essential. For example, a study by Anthony

Kern, submitted by Coalition of Small System Operators, asserts

that small systems have higher costs. Small Systems petition,

study by Anthony P. Kern at ! 3. Many petitions claim that a

critical defect of the FCC's regulatory system is that it fails

to account for differences between large and small system. ~

Kern study; NERA study. While the Coalition is skeptical that

there are constant, predictable and significant differences

between large and small systems, a cost-based regulatory approach

would make sure that any differences were accounted for in

regulated rates.

Likewise, concerns that deductions for equipment mandated by

the FCC methodology will undercompensate operators would be

solved by cost-based regulation for programming. continental

petition at 12-13. These objections implicitly acknowledge the

illogic of mixing cost-based regulation of equipment with price­

based regulation of programming. Cost-based equipment regulation

is mandated by Congress. According programming a similar cost­

based regulatory scheme would eliminate the likelihood of either

allowing double recovery or no recovery of certain expenses. A

cost-based regulatory approach would also alleviate any possible

28



industry objections to the FCC's tier-neutral structure.

v. OTHER CLAIMS RAISEP BY THE INpUSTRY ARE WITHOUT MERIT

A. There is No Need to Exclude
Franchise Fees or Taxes from Subscriber Bills

A number of industry petitions object to the FCC's decision

that rate quotations must include franchise fees and taxes. TCI

petition at 24-26; continental petition at 17-19. The operators

claim that the requirement effectively prohibits cross-community

advertising. continental petition at 17. But that argument

makes no sense.

Franchise fees are derived by calculating operator revenues,

including but not limited to revenues from subscriber rate

payments. If an operator charges $10 for service in two

communities, but pays a 3 percent franchise fee in one area and a

5 percent franchise fee in another, the rate charged for service

is still $10 in both places, and the operator can advertise it as

such. Franchise fee payments are a cost of doing business --

they are essentially rental payments for use of public rights of

way. Those costs need no more be reflected separately in rate

announcements than, for example, rental payments the operator

makes for office space. And presumably those amounts vary as

well from community to community.

Moreover, the claims that including amounts for franchise

fees and taxes would preclude national marketing efforts that

could otherwise occur is remarkable. It suggests that MSOs can

and will charge the same rates throughout the country. The

operators must be conceding either that the rates they charge
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bear no relation to cost, or that costs of providing service vary

little from one geographic area to the next, and from one

community to the next. 32

B. Operators Should not be Permitted to
charge Lower Rates to Meet Competition

The industry claims that, despite the uniform rate

requirement, it should be permitted to charge lower rates in

portions of the franchise area to meet competition. TCI petition

at 18-20; Continental petition at 13-15.

Nothing precludes operators from meeting competition as long

as they offer the same services to all subscribers at the same

rates. The uniform rate requirement is clear, and the underlying

rationale for the provision is also clear. Congress did not want

operators to be able to eliminate competition by meeting or

undercutting prices only in portions of the service area that

faced potential competition. 33 Senate Report at 76. The FCC

rules are generous in permitting bulk discounts and promotional

32It also supports the contention that the uniform rate
requirement should be applied system-wide, and not merely across
the franchise area. ~ comments of Austin, Texas, et ale in this
docket.

33Adopting the operators' position will discourage competition.
If a community wishes to expand an operator's franchise so it
overlaps with a neighboring operator, it may be able to bring the
benefits of competition to all subscribers in an area, not just
those in the overlap region, so long as the uniform rate provision
is strictly applied. If it is not strictly applied, the effect of
creating overlapping franchising may be to (1) limit competition to
a relatively small area while (2) deregulating rates for
subscribers that do not have competitive alternatives. Several
communities face this problem.
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rates as long as a cost savings can be shown (and will be passed

on to the subscriber).

The industry also claims that it should be able to comply

with the terms of preexisting contracts with Multi-Dwelling Units

("MOUs"). TCI petition at 20-21; continental petition at 14.

Except for contracts that specify that rates charged to MOUs will

be lower than rates generally available to the public, nothing in

the FCC's rules require operators to breach those contracts. And

even those contracts are sustainable under FCC rules if they can

be justified by costs.~ Thus, contracts that specify service

to MOUs at a particular rate (or level of increase) need not be

breached. However, the operator must make those reduced rates

available to all subscribers.

Absent such a showing, there is no reason to allow operators

to charge lower rates to some MOUs but not all of the community.

It it is not cost-justified that rate may well reflect

competitive rate levels, and no subscriber should be forced to

pay more than that level for service. Further, because of the

FCC's regulatory system, and particularly the fact that only

operators can initiate cost of service showings, there is no way

to ensure that the lower rates provided by MOUs are not being

subsidized by rates charged to the general public.

~Reduced rates not justified by cost were prohibited under the
1984 Cable Act, section 623(f).
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C. The FCC's Refund Provisions Are Lawful and Appropriate

The industry asserts that the FCC was not authorized to

establish rules that permit refunds of basic service rates.

Allegedly, because the 1992 Act expressly authorizes refunds for

non-basic services, other refunds were implicitly precluded.

Time Warner petition at 25. In fact, however, the FCC rules

authorize fewer refunds than Congress intended. Congress

intended rate regulation to be effective as of April 3, 1993.

But initially, refunds for basic service only went back to June

21. And now, refunds will apparently date back only to September

1. The FCC is not ordering rate reductions to date back earlier

than was contemplated by Congress.

Nothing in the Act precludes refunds for basic service. The

refund provision in the legislation with respect to non-basic

services was mandated by the fact that (as opposed to basic

service rates) the operator can charge initial rates and rate

increases until a complaint is filed. Thus, Congress wanted to

make clear that operators were not entitled to retain the

benefits of unreasonable rates. The industry claims that

Congress was even more concerned about ensuring that basic

subscribers were not forced to pay excessive rates. CATA

petition at 11; continental petition at 2; Time Warner petition

at 3-9. It would defy reason to conclude that Congress intended

to allow operators to retain months of excessive basic rate

collections when it precluded retention of excess non-basic

charges.
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Time Warner claims that the FCC should limit the date back

to which non-basic rate refunds may be issued. Time Warner

petition at 27. The operators proposed to limit refunds for

initial rates back to one year, and to limit refunds for

subsequent increases to six months. ~ Both operators and the

public will benefit from these time limitations, Time Warner

argues. But the public would not be benefitted -- and in fact

would be significantly injured

-- if the FCC does not issue a rate decision within the proposed

time period. Imposing time limitations within which the FCC must

decide rate complaints creates additional and unnecessary

pressure on an agency already overwhelmed by administrative

tasks. There is no reason to reward operators and punish

subscribers because of the FCC's workload. Nor is it clear that

operators do not actually benefit from the delays. They are able

to use and invest funds to which they may not be entitled until

the FCC issues its rate decision. At a minimum, it is not clear

that the uncertainty about which Time Warner complains is not

more than offset by its ability to utilize the funds for its own
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benefit until the FCC orders a portion of the subscriber fees to

be refunded. (flKern studyfl)

Respectfully sUbmitted,

N'ch las P. Miller
oseph Van Eaton

Lisa s. Gelb
MILLER , HOLBROOKE
1225 19th street, NW
Suite 400
Washington, D.C. 20036
(202) 785-0600

0365\opprecon.dft
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FINANCE
MSOs Facing $2B Hit From New FASB Rule

I.-' . ~

By JOHN M. HIGGINS

I
nvestors could be a bit rattled in the
coming weeks because a new account­
ing rule is forcing cable operators to
write down more than $2 billion wOlth
of their reported equity.

The good news is that the write-downs
will not truly affect MSOs' financial con­
dition. The adjustments involve a new rule
requiring immediate acknowledgment of
the companies' potential tax Iiabilitics, a
non-cash item that will not actually require
any unexpected payments. That will affect
measures like net income and book value,
but not cash tlow and private market value,
the traditional benchmarks for cable oper­
ators.

The bad news is that headlines like
"Comcast Takes $1 Billion Charge" could
jar stock and bond traders and private in­
vestors. "It's largely an accounting issue,"
said Chris Dixon, an analyst at PaineWeb­
ber who has been studying the issue for
weeks. "At the same time as cable contin­
ues to look at new investors, those who
look at things like book value and net in­
come, it could hurt."

'ACCOUNTING GYMNASTICS'
Comcast Corp. treasurer John Alchin

called the change "accounting gymnastics"
and emphasized that it doesn't actually
force the MSO to write any unexpected
checks. "It changes absolutely nothing
about the company, how much it's taxed or
when it would have to pay taxes," he said.

But the numbers will be huge. Comcast
has warned investors that it could recog­
nize a new $1.1 billion tax liability.

Tele-Communications Inc. is expected to
restate several years' worth of past finan­
cial statements totaling $1 billion. Conti­
nental Cablevision Inc. has already taken
a $149 million charge.

Some MSOs will benefit from the rule
change. The Washington Post Co. and
Times Mirror Corp. actually posted small
increases in tax benefits, not liabilities.
Washington Post CFO Jay Morse said his
company, which owns Post-Newsweek Ca­
ble, incurred deferred liabilities when tax

rates were much higher, up to 46 percent.
Now that corporations pay taxes at 34 per­
cent, Washington Post reversed much of its
liabilities at a "profit."

Other companies may not have any lia­
bilities to recognize because years of ac­
counting "losses" have built up a big
enough shelter to cover the deferred tax li­
ability.

Cablevision Systems Corp. said it falls
into this category. "We have $600 million
in net operating losses" that carry forward,
said Cablevision controller Jerry Shaw.

Other MSOs, including Time Warner Inc.
and Adelphia Communications Corp., said
only that adjustments won't be "material".

The change is rooted in the arcane
swamp of regulations set by Financial Ac­
counting Standards Board, a private group
that drafts guidelines aimed at fully inform­
ing investors about a company's earnings
and financial condition.

THE NEW RULE: SFAS 109
The new tax rule - known as Statement

of Financial Accounting Standard
(SFAS) 109 - hinges on the fact that
all companies keep two sets of books,
one based on tax accounting stan­
dards, the other on a formal set of gen­
erally accepted accounting principles,
or GAAP. As a result, a company may
report a "loss" by GAAP accounting.
yet still report a profit on a tax basis
and face a federal income levy.

Generally, the liabilities stem from

"You continue to have
the same obligations;
you just report them
differently."

John Alchin,
treasurer,

Corneas' Corp.

MSOs' acquisition activity plus heavy de­
preciation over several years.

Companies depreciate a portion of their
assets each year because equipment loses
a portion of its useful life. Depreciation not
only paints a more accurate picture of the
company's assets, but also reduces taxable
income.

Because cable systems are so asset inten­
sive, heavy depreciation has left MSOs
"losing money" for years even though they
have plenty of cash to sustain operations.

However, companies must pay the tax
man if they sell their assets. A seller must
pay a tax on the "capital gain" - the dif­
ference between the seller's cost and the
price of the deal.

But depreciation and amortization re­
duces that cost basis each year.

So a package of cable systems selling for
tens o'f millions of dollars may have a cost
basis near zero when it comes to calculat­
ing the taxable gain.

The next step depends on how the sys­
tems are sold. Sales are often straight asset

deals where an MSO acquires only the sys­
tem. Liabilities and any taxes are left to the
seller. So a buyer paying $100 million
records that figure as the cost for both
GAAP and tax books.

That's great for the buyer because he
gets to start the depreciation cycle from
$100 million and count down. shielding in­
come from taxes along the way. But the
seller faces a big tax bill on his capital'
gain.

So a seller may prefer to sell not just the
system assets. but the entire company. The
seller's taxes go down. but a stock sale also
reduces the sale price. The buyer can't
write the assets up on its tax books and
start the depreciation cycle at $100 million.

The key is the way the company records
the deal; it writes the assets up to full value
then begins depreciation.

The tax books may be carrying the sys­
tems at $25 million, while the GAAP
books have it at $100 million.

The tax on the difference between the
two figures hasn't disappeared; it's simply
been deferred until another day.

"Thirty four percent of that difference is
what you take as your tax liability." said
one MSO finance executive. If the buyer
ever resells the individual systems. that de­
ferred tax liability will pop up and take a
big chunk out of the proceeds.

The deferred tax liabilities of TCI and
Comcast are so high because the compa­
nies have done a number of stock acquisi­
tions over the years. The recent break-up
of SCI Holdings and Storer Cable put
about $500 million worth of liabilities on
Comcast's books. Another big chunk stems
from the MSO's acquisition of the
MetroPhone cellular operation.

Sources familiar with TCl's position said
the MSO incurred a liability of similar size.
plus several hundred million dollars more
from other acquisitions.

Despite the big numbers, Alchin said the
new rule is just another headache that oc­
curs whenever accounting rules change.
"Life continues the same," he said. "You
continue to have the same obligations; you
just report them differently.".
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Profits To Become
Benchmark at TCI
By K.C. NP;P;L

T
el~mmunicalionsInc., which .
has posted em1ings for the l&lt
two quarters, expects to keep ,

reporting profits - something new ,
fur the nation's largest MSO, which .
has traditionally reported. losses and :
concentrated on its cash flow as a

, "' baromeu:f of success. '"
Inde-ed. after Tel reported its first '

reported quarterly profit. president .:
John Malone said it was unlikely that .:
trend woUld continue beause TCI ~
didn't want to pay taxes on profits. , '

But Gary Howard,1'Cfs vice presl- :
dent ofcorporate dereIopment, told in- .:
vestors durin&' Hariifen, Imhoff Inc.'s ,;
March 12 institutional investor confer- :
ence that profits will continue to roll in :

" atTCI in the foreseeable future. "
"'We expect earnings going for- ::

ward.ft he said. .:
. TCI reported a $17-million profit ~

In Its third quarter ended Sept. 30 vs. :
1I. loss of $77 million for the same .
year·before period. The company's
yur-etld results ;tre scheduled to be :
released later this month. .

TCI's Class A stOck closed March
17 at $23.88 a share, down 62.5 cents. .:

Digital compression
Iloward said free cash flow should :

continue to grow, predicting that it ;
could reach $500 million by year's ".­
end. Tel plms to spend about $300"
I11illiOD a year over the next three~­
years to deploy d1git;U compression :
in all its systems. The free easb flow ~
will be used to pay fur that pro;ject, he ':
said.

Tel expects to stay at about the
5.5 times debt·to-eash flow level,
Howard said.

, -rbi3 is an optimalleve1 for us,· he
said. noting that 58 percent of TCfs
$9.2 biIllon in debt is fixed.. The com­
pany has a 271-percent interest cover­
age ratio.

-"
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APPLICATION FOR APPROVAL OF TRANSFER OF

MONTGOMERY COUNTY, MARYLAND

CABLE TELEVISION FRANCHISE TO

SBC MEDIA VENTURES, INC.
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o

MONTGOMERY CA8lEVISION LIMITED PARTNERSHIP
STATEMENT OF SOURCES AND APPLICATIONS OF FUNDS
FOR YEAR ENDING DECEMBER 31,1992

SOVAGES:

NET LOSS
CHARGES NOT REQUIRING THE USE OF
WORKING CAPITAL - DEPRECIATION AND M10RTIZATION .

- lOSS ON DISPOSAL OF PRCPEATY
EQUIPMENT & LEASE ABANDONMENT

WORKING CAPITAL PROVIDED BY OPERATIONS

INCREASE (DECREASE) IN DEBT AND OBLIGATIONS UNDER
CAPITAL LEASES
INVESTMENT IN PARTNERSHIP - COMPUTER CENTER

TOTAL SOURCES

USES:

PROPERTY AND EQUIPMENT
INTANGl8LE ASSETS
OTHER ASSETS

INCREASE (DECREASE) IN WORKING CAPITAL

(22,222,705)

33,196,375
.107,400

11,061,070

(6,766,964)
64,000

2,378,106

13,523,304·
641,565
67,558

(11,654,321)
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Southwestern Bell to Buy Arlington, Montgomery Cable

96

By Paul Farhi and Cindy Skrzycki
WaBhington Post sufI Writers

In a transaction that further blurs the line be­
tween the telephone and cable TV industries,
phone giant Southwestern Bell Corp. said yester­
day that it will buy the cable TV franchises serv­
ing 225,000 households in Montgomery and Ar­
lington counties for $650 million.

Southwestern's purchase of the systems from
Hauser Communications Inc. would mark the first
time a so-ailled Baby Bell phone company has
owned a cable franchise, and could alter the de­
bate surrounding federal telecommunications poli­
cy.

St. Louis-based Southwestern Bell, which had

.--

$10 billion in revenue last year, already does
business in the Washington area through its own­
ership of the cellular phone franchise Cellular
One, and publication of a local phone bool.,. the
One Book.

Cable TV Montgomery serves 172,000 house­
holds and Arlington Cable has 53,000 subscrib­
ers, making the combined systems the 12th-larg­
est in the nation. The sale should be completed
by midsummer, Southwestern Bell said.

Southwestern Bell's plans are not witl.cl1t
some irony. Telephone companies have cam­
paigned for a decade for permission to enter the
cable business within their own service areas,
charging that cable companies are "unregulated
monopolies" that make excessive profits. South-

western Bell and the six other regional phone
companies are still barred from I)wning cable sys­
tems in their own back yards, lut Southwestern
Bell now will become a me.l1ber of the industry it
has criticized.

Southwestern Bell's proposed purchase could
allow it to be both a cable company and a phone
company simultaneously. Using existing cable
wires in the two counties, Southwestern Bell
would be able to law1Ch the next generation of cel­
lular telephone service, called "personal conununi­
cations service" (PCS), observers said yesterday.

PCS is a less-expensive version of cellular
technology that permits calls to be made from
pocket-sized phones. Several cable companies
are attempting to adapt their cable systems so

that they can also serve as the backbones for
PCS systems.

If it does enter the PCS business through the
Montgomery and Arlington cable franchises,
Southwestern Bell would compete directly with
the local phone company, Bell Atlantic Corp., in
providing local phone service. Bell Atlantic,
meanwhile, is testing an experimental TV sys­
tem in Arlington using its phone network­
which would put it in direct competition with
Southwestern Bell.

.Bell Atlantic also is challenging the federal law
that prohibits it and other Baby Bells from own­
ing cable systems inside their service areas-so
that it may eventually compete with Southwest-
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~ I CABLE, From Cl cates are hoping for rate rollbacks. satellite feeds technically violate the

ern Bell and local cable companies in
James Kahan, senior vice president long-distance restriction.

at Southwestern Bell, said, "It would Southwestern Bell said it did notit the Washington market. not be our intentic.1 to buy the sys- think there would be a problem get-1- "The old model of cable companies tems and raise ra~~s the next day. ting the waiver. However, Pacific Tel-l- versus telephone companies is no lon- There will be more moderate rate in- esis Group lnc., another regional
oil ger appropriate," said Arthur Bushkin, creases than in the past." phone company that has an option to

president of Bell Atlantic's information Southwestern Bell is paying the buy a cable system in Chicago, has
lr services subsidiary. equivalent of $2,888 per subscriw, a been waiting for Justice Department
IS Of more irrunediate concern to local price considered relatively high com- action on its 1989 request for a waiver
°e regulatory officials is the impact of new pared with other cable system sales. to the long-distance restriction.
.{It ownership on cable TV rates in Arling- According to Paul Kagan Associates, a The $650 million purchase price ap-

ton and Montgomery. Customers in firm that tracks the industry, the aver- pears to be a windfall for Hauser, a pd-
id both systems were hit with rate in- age price for a c.ble system in 1992 vately held firm based in New York
~s creases in December, and the huge was $1,768 per subscriber. Kagan se- and majority owned by Gustave Hau-
m price Southwestern Bell expects to pay nior analyst Sharon Armbrust said the ser, who helped launch the Nickelode-
J. for the systems raises questions about Hauser systems justified the higher on cable channel in 1979.
'e the prospects for more increases. price because "these are among the Hauser paid $40 million to acquire
h "That's a lot of money and they'll be highest revenue-generating systems in the Montgomery County franchise in

looking for a return from someplace," a very rich area." 1986 from Tribune United Corp., and
l- said Bob Hunnicutt, a cable regulatory One hitch in tht deal could be ob- has invested an additional $200 million
\- .official in Montgomery County. "One of taining a waiver from a restriction that in the system since then, according to
i- the factors that has driven rate increas~ prohibits the Baby Bells from offering Hunnicutt. On a prorated basis, South-
1- es [nationally] has been the frequent long-distance service. In this case, western Bell paid $494 million for the

[sale and resale] of cable systems." Southwestern Bell would violate the Montgomery portion alone.
The Federal Communications Com- restriction because it would be receiv- "This very definitely has been a

mission is writing rules to regulate ca- ing programming from satellite feeds higWy profitable tenure" for Hauser in
ble prices, and some consumer advo- outside its local operating area; such the Washington area, Armbrust said.
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